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INTRODUCTION 
Foreign Direct Investment (FDI) in the industrialisation process or in 
the modernisation activities of developing countries of Asia has become 
a topic for considerable discussion among politicians， academicians and 
major international organisations like the UN system， the IMF and the 
W orld Bank after the Second W orld War. Many of them have believed 
that the promotion of FDI inflows into developing economies is a key 
solution to resolve some crucial socio-economic problems faced by these 
countries， like unemployment， deficit in the balance of trade/payments， 
scarcity of foreign exchange， poor technological capacity， lack of skilled 
labour and capital， etc. 
The above notion was mainly discussed with particular emphasis on 
the statistical relationship between FDI inflows and growth of real Gross 
N ational Product (GNP). The successful economic performances of 
Asian NIEs (Hong Kong， Singapore， South Korea and Taiwan) were 
extracted as evidence to show the above relationship. However， some 
economists argue that there are no significant cases of initiation of 
* This Paper presented at the workshop on代TheEconomic Development of 
Asian Countries" held at the Hiroshima University of Economics. Hiroshima. 
] apan， N ovember 15-16， 1991. The author is grateful to the participants in 
the conference for comments and sugg巴stionson the topic. and to Mr. D. E. 
N. Rajasekera for editing this paper， and the Ministry of Higher Education 
in ]apan for financial supports. 
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national income growth by foreign capital. For example， Lakshman 
(1991 : 1)argues that this positive relationship unambiguously reflects 
causality， running from the FDI variable to the growth variable， raising 
the egg-or-chicken question. He further asserts that it is doubtful 
whether modern world history， specifically after W orld War I， has any 
significant cases of initiation of national income growth by foreign 
capital. This argument is quite acceptable if we consider the mere 
initiation of national income growth by the inflow of foreign capital， but 
it is doubtful whether the acceleration of the rate of growth of national 
income in most Asian countries， particularly the Asian NIEs， and in 
ASEAN countries has taken place through the increase of foreign invest. 
ment or of the volume of available foreign capitaP 
The inflow of foreign investment into the Asian region is not a new 
phenomenon， but is something which originated mainly during the colo. 
nial period. This long-persistent foreign capital in Asia can be divided 
into two major categories2 according to their homogeneity of nature: the 
first is the perfect enclave investment which consists of the colonial 
rulers' investments in mining and plantation activities and in the creation 
of some traditional type of Multinational Corporation (抗NC);the second 
is the semi-enclave investment which comprises joint ventures and 
Export Promotion/Processing Zones (EPZ) or Free Trade Zones (FTZ) 3. 
The former type of foreign investment (except the ]apanese colonial 
1. FDI by MNCs from advanced countri巴slik巴theUnited States， ]apan， Europe， 
and recently the Asian NICs， has been significant in each of the NICs and 
ASEAN -4 economies， and， ina number of industries， foreign multinationals 
have played crucial roles in stimulating growth (N aya and Ramstetter， 1991 
: 4) 
2. See Lakshman (191 1-2) for more details on categorization of foreign 
direct investment in Asia. 
3. The EPZ I FTZ special manufacturing enclaves boomed since the 1960s， 
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investment in the Korean peninsula and in the Taiwan4) was predomi-
nantly isolated from the domestic economy of the host country: the most 
essential production inputs like labour， capital and technology were 
provided from outside the domestic economy of the host country. In other 
words， FDI in the Tea， Rubber， Coconut and Sugar Cane plantations of 
Asia did not generate much backward or forward linkages and this 
resulted in the poor transfer of the growth benefits of FDI to the local 
economy (Lakshman， 1991 : 2). 
Although the latter type of investment has also substantially consist-
ed of the ful enclave elements， ithas had some backward and forward 
influence on the improvement of production and productivity of host 
country through transfer and diffusion of modern technological know-
how and advanced management systems. The successful economic 
performances of the Asian NIEs and of ASEAN can be largely explained 
as resulting from following this semi-enclave type of investment. In 
recent decades， both socialist and capitalist countries in Asia have 
introduced a series of far-reaching reforms which have stimulated their 
despite some economists' doubts about their b巴nefits.Although the first FTZ 
was set up at the Shannon airport in Eire (Ireland) in 1959 (someone indicat-
ed， in1956)， th己firstsuch kind of enclave zone was established in Taiwan in 
1965. During the last three d巴cades，this concept was diffused to many 
countries wheth巴rsocialist， capitalist， developed or developing. At present， 
there are about 51 FTZs operating in developing countries (outside Europe)， 
of which nearly 40 per cent (20 zones) are located in the Asian region 
(Westlake and Jayawardena， 1985 : 31; People's Bank， 1982・4-5). 
4. J apanese colonial investment in the Korean peninsula and in Taiwan largely 
concentrated on domestic agriculture and related industries unlike the 
enclave investments of European colonial govemments. According to 
Oshima (1987・138)，th巴Japanesecolonial govemment d日velopedindustries 
more in Kor巴athan in Taiwan， and agriculture more in Taiwan than in 
Korea， both grew fairly rapidly. 
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economies， by removing various import-export restrictions and granting 
various incentives5 for these semi-encIave investments， to deduce a 
significant contribution to elevating economic development through in-
dustrialisation. 
This paper is the one-third-way result of an on…going joint research 
project on“The Pattern of Economic Development and Foreign Aid in 
Asia" under the assistance of the Monbusho International Scientific 
Research Programme. The study undertaken by me comprises a survey 
on the“Role of J apanese FDI in the Economic Development of Sri Lanka 
and Thailand". The survey is intended to be carried out within three 
years in three major steps as indicated below: firstly， the growth pattern 
of J apanese overseas investment and its significance in Asian economies， 
particularly Sri Lanka and Thailand; secondly， the role of J apanese 
investment in economic development of both countries at macro-Ievel; 
and thirdly， the micro…level contribution of J apanese FDI to various 
economic activities of the host countries' local economy. The present 
paper consists of the analysis of the first step which is mainly based on 
the statistical and literary survey conducted during the last year. 
The purpose of this paper is to ascertain the growth pattern of 
J apanese FDI as a supplier and its relative significance within Asia as a 
demander. It wil!， in particular， this wil! attempt to examine the general 
characteristics of the composition and structure of Japanese FDI in 
relation to that of total foreign investment in these countries using case 
5.“All EPZs waive customs duties on imported raw materials and.other goods 
if the final product is sold elsewhere. But there are other incentives too， 
ranging from long tax holidays on profits to subsidised rents and servic巴s，
Swiss-style bank accounts and an absence of bureaucratic controls. Some 
ofer investors unrestrict巴dr巴patriationof profits. Others have their own 
administrative authorities， their own infrastructur己， s巴paratebanking facil. 
ities and even their own commercial policy. Sometimes strik巴sare banned 
and minimum wage laws waived" (Westlake and Jayawardena， 1985 : 31). 
-4-
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material of ]apanese FDI in Asia with special emphasis on Sri Lanka and 
Thailand. However， it will exclude the ]apanese colonial investments and 
perfect enclave FDI in the discussion due to coverage of the study. 
JAPANESE FDI IN OVERSEAS: AN OVERVIEW 
The inflow of ] apanese investments into various countries of the 
world was initiated in the mid-1950 and came in small volumes of capital. 
This was dramatically increased during the last four decades， particularly 
in the 1970s and 1980s. The gradual development of domestic capital at 
home and its increasing dependence on international trade and foreign 
resources resulted in this movement of ] apanese capital overseas. With 
its sharp increase in Asian countries during the last two decades， itnot 
only arose as a major political issue in the discussions on economic 
development in Asia， but also gradually became a major topic for acade-
micians in both ] apan and in the host countries. 
Major academic efforts on the ] apanese side6 emerged in the mid… 
and late 1970s and inevitably they reflected the specific features of the 
decade. ] apanese FDI in this decade concentrated on resource extraction， 
on import-substitution manufacture for the host countries and on the 
production of parts and components required by final manufacturers in 
]apan. However in the 1980s， these characteristics of ]apanese invest-
ment changed dramatically both in scale and in character and now， export 
-oriented firms began to dominate (Phongpaichit， 1990 : 28). On the host 
country side， many economists engaged themselves in the analysis of the 
backward and forward linkages between ] apanese FDI and the host 
6. The major studies on Japanese direct investm巴ntoverseas by Japanese 
scholars emerged mostly in the 1970s， i.e. Kojima (Feb.， 1973; June， 1973; 
1978)， Yoshihara (1976， 1978， 198)， Ozawa (1979， 1985)， Sekiguchi (1979， 
1980， 1983) etc. 
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country economy， laying particular emphasis on the experiences of Asian 
トJIEsand ASEAN economies7 • 
The inflow of J apanese FDI into the Asian region has occurred 
according to the changing pattern of two major factors: firstly， the 
condition of the host countries demanding investment， such as their social， 
political and economic stabiJity， availability of resource endowments 
(human and materials)， condition of the domestic capitalist sector， eco-
nomic policy towards foreign capital and foreign trade and the level of 
incentives for foreign investment; and secondly， the nature of the eco-
nomic environment of the supply side in Japan8. On the supply side， three 
major reasons have caused the increase of J apanese investment in the 
Asian region， viz. (a) the constraints on further accumulation of already 
accumulated industrial capital at home required overseas locations for 
further accumulation. The argument runs on the gradual loss of the 
comparative advantage of J apanese manufactured products9 at home due 
7. There are several studies on ]apanese FDI from the perspective of host 
countries in ASEAN and South Asian countries. Se巴Phongpaichit(1990; 
1988)， Lakshman (1982，1988，1991， 1991 (a)， Chiasakul and Taniguchi (1991)， 
Hil and ]ohns (1985)， Hi日menz(1987). 
8. See Phongpaichit (1990 : 28-93) for a descriptive analysis of major factors 
relating to the demand side of host countries and the supply side of ]apan for 
direct investment in Asia. 
9.“The data show that by 1979， ]apan no longer had comparative advantage in 
旬以iles，textile yarn and thread， or clothing. It had been losing comparative 
advantage in these industries compared to the NICs and ASEAN. . . . . . In
electrical and el巴ctronicparts and components， ]apan stil enjoy巴dcompara-
tive advantage in the world markets， but in the key subsectors of semi-
conductor assembly， th巴ASEANcountries already had an advantage against 
]apan， and the NICs wer巴restructuringto shift from assembly to design and 
fabrication work" (Phongpaichit， 1990 : 42). 
6-
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to the scarcity of raw materials， high cost of production， particularly the 
cost of labour， tightening environment regulations and two oil shocks; (b) 
the transformation of the financial condition of the J apanese economy， 
specifically the appreciation of the Yen10 and the liberalization of capital 
outflowS1 and trade friction with the USA and EC or the imposition of 
various tariffs and quotas against J apan by advanced countries. The 
appreciation of the Yen caused a lesser demand for J apanese products in 
international markets as a result of the high price. Here too， there was 
a lesser comparative advantage for J apanese products which were 
produced in Japan itself; (c) the structural change of the Japanese 
economy12 along with the change of industries from labour-intensive to 
capital…intensive. 
10. The Yen had b巴enappreciated unexp巴ctedlyagainst the dollar from 1971 
onwards: it had risen 142.3 per cent against the dollar in the last two decades 
(1971-90). S巴eAppendix Table 1 and Appendix Figur巴1for more details on 
the appreciation of the Yen. 
11. The first significant step cam巴 inOctober 1969 when overseas investment 
upto $ 200，000 was guaranteed automatic approval. Then， inthe following 
year， the limit of automatic approval was increased to $ one million. And 
finally， in]uly 1971， the limit was abolished altogether， and overseas invest. 
ment was completely liberalized (Y oshihara， 1978 : 3). 
12. The rate of巴conomicgrowth in ]apan increased by about 10 p巴rcent per year 
in the 1950s and the 1960s. This remained at around 6.6 and 4.0 per cent 
during the periods 1965-80 and 1980-89 respectively. Along with this rapid 
rate of growth in the long叩term，many structural changes took place in the 
]apanese economy in areas like production， employment， trade， etc. See 
Appendix Table 2， 3， 4 and Appendix Figure 2 and 3 for further information 
on various structural changes in the ]apanese economy during the last four 
decad巴s.
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JAPANESE DIRECT INVESTMENT IN ASIA 
The growth pattern of ] apanese FDI during the last four decades in 
key regions of the world is given in Table 1. The data reveals the gradual 
increase of ] apanese overseas investment which is closely associated with 
the structural change of the ] apanese economy and the other key factors 
mentioned above. The cumulative ]apanese FDI in the two decades， 1951 
-70， amounted to US $ 3，393 Million， which is approximately 10 times 
higher in 1971-80. Again， this was further increased by eight times in 1981 
90. However， this upward trend of ]apanese investment overseas not 
only declined in terms of total capital by 16 per cent in 1990 compared to 
the previous year， but also declined in terms of the number of projects 
from 6，589 in 1989 to 5，863 in 1990 or by 1 per cent. This is a very 
uncommon feature of ] apanese FDI inflows during the last decade 
(except 1982). 
Although we have emphasized the rapid inflow of ]apanese FDI into 
Asian economies， itcomprises only one-eighth or 12 per cent of the total， 
and also shows a downward trend. For example， until1981， ]apanese FDI 
in Asia comprised nearly 40 per cent of the total， but thereafter it began 
to decline and remained at around 12 per cent during the last five years. 
However， ifwe consider the cumulative total of ]apanese FDI in Asia for 
the period 1951-90， itamounts to 15 per cent and 30 per cent of total 
overseas capital and firms respectively. This reveals that a large number 
of firms (about 18，634 cases) are operating in the Asian region with 
relatively small volumes of capital. Moreover， although the share of 
]apanese investment in Asia is small and declined in the last few years as 
a result of its large concentration in N orth America， the absolute terms 
of ] apanese FDI increased sharply in Asia， particularly in NIEs and 
ASEAN， rather than the share. This could be the largest single country 
investment in the Asian region. 
At present， nearly 75 per cent of the total ] apanese FDI is channeled 
to N orth America and Europe， and this was 46 per cent and 39 per cent 
-9-
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]APANESE DIRECT INVESTMENT IN ASIA 
in the 1960s and the 1970s respectively!3. This indicates that Japanese 
investors stil consider the economic conditions of the host country rather 
than the low wage rates and the economic incentives available， when they 
move to foreign countries for investment activities. The main reason 
behind this is that most J apanese firms prefer to invest in foreign coun-
tries in collaboration with domestic capital which is largely available in 
the host countries. N orth America and Europe are not only developed in 
this context， but also have a considerabl.y improved industrial environ-
ment， i.e. human and material resources， infrastructure facilities and a 
quite developed domestic market. These factors which are highly prefer‘ 
able for J apanese investors， are not available sufficiently in the develop-
ing countries of Asia. 
Another aspect of J apanese FDI is that， activity…wise， ithas not 
shown a significant change during the last four decades (Table 2). 
However， both manufacturing and non-manufacturing activities in-
creased substantially in N orth America and Asia during the period 1971 
-80. Although the share of manufacturing investment in Asia declined 
from 13 per cent in 1971…80 to five per cent in 1981-90， the investment in 
absolute terms increased more than three times， being second only to 
N orth America. 
Growth Pattern of Japanese FDI in Asia 
Although J apanese investment stil represents a minor percentage in 
domestic investment (except Singapore) and in the share of total 
J apanese FDI in Asian countries， J apanese FDI became a major political 
issue in the development policies of Asia in the 1980s， especially in 
13. In value terms， there was about US $ 134.6 mi1lion worth of ]apanese invest-
ment concentrated in N orth America during the period 1951-90. This com-
prised about half the total ]apanese inv巴stmentoverseas. 
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JAPANESE DIRECT INVESTMENT IN ASIA 
ASEAN countries. Along with the increase of J apanese investment in 
these countries， investment from Western countries， particularly the 
USA， gradually declined. Many countries in Asia deem that J apanese FDI 
will play a greater role in their industrialisation activities because the 
J apanese firms are recently activated on export…oriented manufacturing， 
using advanced technologies. 
Table 3 presents data on the percentage distribution of Japanese FDI 
in Asian countries country…wise and region-wise separately to facilitate 
the understanding of the growth pattern of J apanese capital directly 
invested in this continent. Four litle dragons or so…called Asian NIEs 
and ASEAN countries concentrated more than 90 per cent of the 
Japanese FDI during the period 1950-90 (except 1987). South Asia and 
other countries are negligible in this context: the share of J apanese 
capital moving into four major countries of South Asia (Bangladesh， 
lndia， Pakistan and Sri Lanka) amounted to less than two per cent over 
the 1980s (except 1983). This uneven distribution of J apanese capital 
inflows into the Asian region reveals that they follow the pattern of the 
host country's resource endowment and economic condition in particular， 
and the political stability and other factors in general. For example， a 
large portion of the total J apanese investment in ASEAN， particularly in 
Indonesia， was concentrated on resource-related projects or on resource 
extraction. Until 1985， Indonesia was one of the largest destinations 
within the ASEAN region for Japanese capital in almost al years. The 
country is well-known as rich in various resources14 • Thus， Japanese 
14. lndonesia is exceptionally well endowed with natural resources， the most 
important of which are its oil and gas reserves. The country's total oil 
reserves were estimated in 1985 at 9，600 million barels; this is of particular 
interest to ]apan which isa very heavy consumer of hydrocarbons and which 
has relatively few other sources of energy outside the Middle East (W ong， 
1987 : 89). 
-13-
firms often move into relatively developed countrier in Asia. This 
explains the low level of J apanese investment in the Philippines and in 
South Asia which remained at low levels of economic performancel5 and 
had poor resource endowmentsl6. Thus， most J apanese firms have con-
centrated more on the economic conditions of the host countries rather 
than on their economic policies towards foreign investment such as 
unconditional economic incentives. For example， an increase in the share 
of J apanese capital moving into Thailand during the last three years 
(1988-90) is emphasized by Lakshman (1991 : 12) as a result of its very 
high growth rate in the ASEAN region. In 1990， the Japanese share of 
capital in Thailand accounted for the highest level second only to Hong 
Kong. In addition， the availability of domestic capital for joint ventures 
also caused this dramatic expansion of Japanese capital in Thailand 
surpassing other countries. Generally， most J apanese firms favoured joint 
ventures rather than fully-owned subsidiaries， with even small collabora暢
tion accepted. These requirements of J apanese firms were most probably 
available in the above countries since they had developed the domestic 
15. Countries in South Asia were defined by the W orld Bank as low-income 
economies (those with a GNP per capita of $ 580 or les in 1989). Th巴growth
rate of real GDP per capita in this region was about 1.2 per cent， 1.7 per cent 
and 3.0 per cent in 1965-73， 1973叩80，and 1980-89 r日spectively. Mor日over，
nearly half of the world's poor live in South Asia， a region that accounts for 
roughly 30 per cent of the world's population (W orld Bank， 1990・2;1991 : 3).
16. As a group， South Asian countries are not nearly as resourceωrich as the 
ASEAN economies. In fact， they arε， on the whole， endowed with a small 
resource base relative to their population size， much like the NIEs (W ong， 
1987: 7). 
-14 
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capitalist sector considerably17. 
The distribution pattern of Japanese FDI by industry (only the 
manufacturing sector) and its changes during the last four decades are 
also important to understand the nature of activities of both J apanese and 
host country firms， and the changing pattern of international comparative 
advantage of J apanese products. Table 4 presents data on the J apanese 
FDI by industry to illustrate the pattern of concentration of J apanese 
capital in each industry decade by decade. During the first two decades 
(1951…70)， textiles， electrical/ electronic equipment and iron & steel/non 
-ferrous metals have concentrated 58 per cent of the total J apanese 
investment in Asia， inthe manufacturing sector. However， inthe 1970s， 
the first two items declined sharply and iron & steel/non-ferrous metals 
Table 4: Distribation Pattern of Japanese FDI in the Manufacturing 
Sector of Asia (%) 
Activity 1951-70 1971-80 1981-90 
Food 7.2 2.9 7.2 
Textiles 33.4 19.1 6.7 
Lumber & Pulp 4.7 3.0 2.7 
Chemicals 5.9 16.5 13.6 
Iron & Steel/ 
Non-ferrous Metals 10.6 23.5 12.6 
長1achinery 4.7 6.1 9.8 
Electrical/Electronic 
Equipment 14.1 11.7 25.8 
Transport Equipment 4.4 5.9 10.2 
Other 15.0 11.2 1‘4 
Total 100.0 100.0 100.0 
Source: Same as Table 1 
17. See Suehiro (1989 42-286) for a descriptiv巴 analysisof th巴 historical
development of industrial capital in Thailand， such as the rise of capitalist 
groups during the period 1855匂1932，economic nationalism in the period 1932 
47， bur日aucratcapitalist development in 1947-57，己m巴rgenceof multi. 
national and domestic enterprises in 1960-1980 and capital accumulation in 
the last decade 
15 
emerged as a dominant industry， contributing about one…quarter of the 
total investment. 1n this decade， the major product areas in the manufac-
turing sector of Japanese FDI in Asia were iron & steel/non…ferrous 
metals， chemicals， textiles and electrical/ electronic equipment， inorder 
of merit. Their rate of contribution was about 71 per cent of the total 
manufacturing sector. 
These changes， specifically the emergence of chemicals as a major 
product， and the decline of the share of some products reveal the problems 
which were faced by J apanese firms at home and in the international 
market in the 1970s. Heavy industries in J apan mainly confronted an 
increase in the cost of raw materials and high competition with Asian 
N1Es which produced similar products at a low level of production cost 
for the international market. These two factors caused the decline of the 
comparative advantage of J apanese products originated at home and 
thereby changed the manufacturing structure. However， the Japanese 
firms overcame the above problems by introducing energy-saving devices 
and developing new products under research and development (R & D) 
efforts undertaken by both the public and the private sector. 
1n the last decade， (1981-90)， electrical/ electronic equipment arose as 
a dominant product， amounting to more than one-fourth of the total 
products. At the same time， the share of transport equipment and 
machinery increased considerably and textiles declined rapidly. Five 
major products such as chemicals， iron & steel/non-ferrious metals， 
machinery， electrical/electronic equipment and transport equipment have 
altogether accounted for 72 per cent of the total manufacturing sector. 
These changes also imply a similar pattern of problems faced by J apanese 
firms in the 1970s; particularly， the appreciation of the Yen and the high 
cost of labour resulted in the rapid loss of the comparative advantage of 
many products over the 1980s. Consequently， many Japanese firms 
shifted to product areas like electrical/ electronic equipment， machinery， 
16-
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chemicals and transport equipment in which Japan stil had the compara-
tive advantage in the world market. These products required a high level 
of technological know-how in the production process， which stil 
remained at a lower level among firms in the NIEs and the ASEAN. This 
has helped J apanese firms to continue with these products， enjoying a 
comparative advantage on a large scale. However， this situation may not 
remain unchanged for long because the above two groups will soon catch 
-up with the J apanese. 
FOREIGN DIRECT INVESTMENT IN SRI LANKA AND THAILAND 
The promotion of foreign investment in the industrial sector， espe-
cially in the export-led industries， has been a significant policy issue for 
financing the development of the industrial sectors in both countries (Sri 
Lanka and Thailand) since the 1960s. The policy issues in this context 
have been introduced mainly under the framework of 1mport Substitution 
1ndustrialisation (1SI) and Export Oriented 1ndustrialisation (EOI) with 
special attention paid to overcoming some specific socio-economic prob-
lems faced by these two countries. 
Under the 1SI policy， Sri Lanka18 and Thailand19 established a frame司
18. In the first decad己ofthe post-independence period， the Sri Lanka govern-
ment applied a fairly liberal policy on the approval of FDI. However， upto 
about the end of the 1960s， no steps were taken towards diversifying the 
export structur邑 Inthe 1970s， the foreign inv巴stmentapproval procedure 
turn巴dout to be more selectivεand string巴nt. However， first priority was 
giv巴nto encourage export-oriented industries under ISI policy. In the post 
1977 period， the government introducεd unprecedent日dincentives for FDI 
which was intended to invest in export叩orientedindustries in the IPZs. At the 
sametime， the government abolished export-import restrictions， entering into 
a mor巴op巴neconomy (See Athukorala， Feb.， 1984 : 21-23; J uly / Aug.， 1984 : 
4-6; Lakshman. 1988・400-405;Centre for Society and Religion， April， 1983 
19. The gov巴rnmentpolicy of Thailand towards FDI highlighted both the provi-
-17 
work for encouraging investment， including foreign investment， upto the 
late…1970s and early 1980s， respectively. Both countries had never felt an 
urgent need to promote foreign investment as a means to achieve eco伊
nomic development. However， both provided a variety of facilities and 
incentives to attract FDI under some specific regulations or restrictions 
which were needed for the protection of domestic firms. Faced with the 
emergence of a high debt burden， a huge trade deficit and many other 
socio-economic constraints in the late 1970s， both governments 
introduced various incentives and facilities under the EOI policy to 
attract FDI within a relatively open economic framework， abolishing 
sion of inc己ntivesand the imposition of restrictions until the beginning of 
1980. The major reason behind this was that the Thai government had never 
felt an urgent need to promote foreign investment as a means to achieve 
economic growth. There are six national development plans (1961-66， 1967 
71， 1972-76， 1977叩81， 1982-86 and 1987-91) implemented in Thailand during 
the last three decades. The first two plans wer巴expected to f ost巴rindustriali田
zation and encourage joint ventures under the policy of import-substitution. 
In the third plan， the巴mphasiswas shifted towards the promotion of 
manufactured exports and increased import-substitution of intermediat日
goods and raw materials. In the fOllrth plan， emphasis was given to the 
provision of incentives to encourage linkage between industry and agricul-
ture. The last two plans placed special emphasis on effective investment 
incentives to remove variolls restrictions to export and to generate more 
employment opportunities (Wiboonchutikula， 1987 12-13; Phongpaichit， 
1990 : 78-81). 
18 
JAPANESE DIRECT INVESTMENT IN ASIA 
restrictions encountered by foreign investors under the previous policy. 
At present， both countries are following a relatively similar policy 
towards foreign investment， providing various incentives under an open-
door policy 
1n addition， both countries introduced specific types of administrative 
facilities for foreign investment， aiming at the centralisation of the 
administrative decision-making process on FDI. This was mainly expect-
ed to minimize bureaucratic red tape towards foreign capital as much as 
possible. The Greater Colombo Economic Commission (GCEC) and the 
Foreign 1nvestment Advisory Committee (F1AC) in Sri Lanka and the 
Board of 1nvestment (BOI) in Thailand20 are the main administrative 
bodies， responsible for the promotional and administrative activities 
related to foreign investment. Although， the BOI in Thailand deals with 
administrative matters on foreign investment regardless of their location 
and activities， the GCEC and the F1AC in Sri Lanka were engaged 
separately in promotional and administrative work on FDI projects which 
operate within the 1PZs and outside， respectively. However， the GCEC 
became the “one stop centre" to service foreign investors after merging 
with the F1AC in January 1990. At present the GCEC deals with al 
foreign investments irrespective of their location and type of activity. 
Pattern of Foreign Investment in Sri Lanka 
Although the origination of foreign inward investment in Sri Lanka 
took place at least during the mid-19th century in the plantation projects 
20. Beside the BOI in Thailand， there are at least anoth日rfour major government 
institutions connected with日xportpromotion policy-making: (a) the Cabi‘ 
net; (b) the Economic Ministers Committee; (c) the National Economic and 
Social Development Board; and (d) the Export Promotion Development 
Committee (Vorathepputipong et al， 1989 : 9).
-19-
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JAPANESE DIRECT INVESTMENT IN ASIA 
of the British government， this paper excludes this period and deals with 
an analysis on FDI inflows into Sri Lanka after independence (1948). 1n 
first two decades after 1948， foreign investment declined consistently in 
spite of favourable government policy on foreign investment in the 1950s. 
Figure 1 and Appendix Table 5 reveal the dramatic withdrawal of foreign 
investments from Sri Lanka throughout the 1950s and the 1960s21 
Outflow of investment occurred mainly in the Tea and Rubber plantations 
and this was not replaced by an inflow into other sectors of the economy 
during the first 20 years after independence. The reasons for this huge 
withdrawal are difficult to identify， but various views have been preferred 
by various economists. For example， Lakshman (1988 : 407) noted four 
major reasons for this withdrawal viz. (a) effective competition from 
countries in other regions for foreign plantation capital which was invest. 
ed in Sri Lanka; (b) certain contradictions in Sri Lanka policy towards 
FDI (e.g. the policy of indigenisation of foreign trade while generally 
promoting FDI); (c) increasing incidence of sociallegislation such as the 
various labour laws， with implications for profitability of investment; and 
(d) widespread left …wing political movements which advocated 
nationalisation of foreign assets. 
Along with this large outflow of foreign capital from the country， a 
few investors moved into the import-substitution industries of the coun. 
try in the 1950s as well as in the 1960s. This was a result of the 
government's inducement policy towards foreign capital such as import 
restrictions on similar products which are produced in the domestic 
market， exchange controls and various tariff and other incentives. 
According to Athukorala (Feb吋 1984: 23-24)， inthe 1950s and the 1960s， 
there were nine and 40 foreign-affliated producing firms， respectively. 
21. Data on iI1ward FDI in Sri Lanka during the period 1950-77 is not available 
for proper analysis and therefore， balanc巴ofpayments data on FDI was us巴d
to arrive at the general pattern of FDI inflow and outflow. 
-21-
Chemicals， machinery and equipment and food & drink were the major 
production areas attractive to the above foreign firms. 
According to balance of payments data (see Figure 1 and Appendix 
Table 5) ， there was a substantial improvement in the net inflow of foreign 
investment into the country between 1970 and 1977: its cumulative net 
inflow remained at Rs. 3.8 million. However， Athukorala (Feb.， 1984 : 25) 
noted that there was a marked decline in direct foreign investment in this 
period. The number of firms created with foreign capital during the 
period 1970-77 was 20 which was doubled in the 1960s. The following 
factors were often cited by various economists as explanations for this 
rapid decline of FDI (Athukorala， 1984 : 25; Lakshman， 1988 : 409): (a) 
unfavourable atmosphere for FDI created by the nationalisation attempt; 
(b) related legal enactments (mainly the Business Undertakings (Acqui-
sition) Act of 1971); (c) stringent criteria adopted in approving invest-
ments; and (d) gradual exhaustion of import-substitution manufacturing 
opportunities in the economy. The government's attempt at the develop-
ment of manufactured exports under the frame of import-substitution in 
spite of these main constraints， perhaps， resulted in the rise of a contradic時
tion between ISI and EOI activities. The majority of the projects set up 
in this period under foreign investment concentrated largely on export 
oriented activities rather than on import-substitution. 
The inflow of FDI saw an upsurge in Sri Lanka after 1977， the year 
known as a turning point in policy reforms. While most restrictions on 
foreign investment and export…import activities were removed， extraordi-
nary incentives22 were offered for attracting inward FDI under a relative伺
ly open trade policy. The FDI inflow during the post-1977 period through 
the FIAC and the GCEC are shown in Table 5. Generally， the data in the 
2. See People's Bank， (June， 1982 : 9)for details on visible incentives for foreign 
investment in Sri Lanka 
-22-
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Table reveals a sharper increase in FDI in F1AC type projects than in the 
GCEC type， on the basis of approvals as well as of agreements in force 
over the period. This was probably due to the limitation of GCEC 
approvals on projects for manufacturing industry. However， the F1AC 
approved both manufacturing and non-manufacturing investments with-
out limitation to any specific region. This largely resulted in increasing 
F1AC type projects in diversified economic activities within the country 
over and above GCEC type investments. 
Although the number of projects canceled after approval in both 
institutions did not much differ， the number of foreign investments 
approved and are in force under the F1AC amounted to 95 per cent， 
whereas it was only about 51 per cent under the GCEC. The main reason 
for this poor progress of GCEC approved projects， as given by the supply 
side of FDI， isthe official restraint which stil lingers in this institution 
towards FDI. 
1n general， the trend of inward FDI in Sri Lanka could be examined 
under three sub-periods which have been highly correlated with the socio 
-economic problems faced by the country in such period: the first sub-
period is 1979…83; the second is 1984-87 and the third is 1988 to date. The 
first period is not only the most progressive stage of the inflow of foreign 
investment into the country， but also remains the peak years in this 
regard， particularly 1980 and 1983. The substantial political stability of 
the country during these years might be the major reason for this upsur-
ged in trend. The second period symbolises the bare survival of inward 
FDI in Sri Lanka. This period is well-known as an atrocious period in the 
Sri Lanka economy in the post-independence period. Communal violence 
and both Sinhalease and Tamil insurgencies23 against the present govern-
23. Sri Lanka is one of the notorious countries in Asia for human rights viola-
tions in the recent past. According to a European Human Rights Team， 
24-
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ment gave rise to political unrest in the country and thereby weakened the 
country's economy24. Furthermore， the imposition of various protection. 
ists measures by developed countries on the garment sector wherein was 
the largest concentration of FDI in Sri Lanka， also led to the discourage. 
ment of further approvals of investment in this industry. The above 
factors caused the wane of FDI inflow into the country in this period. 
Although the Tamil insurgency stil persists in some parts of the country， 
viz. the North and the North-East， FDI began to reintegrate from 1988. 
However， itis premature to emphasize that this upward trend will 
continue in the long-run because Sri Lanka has stil not become a priority 
area for high-tech or sophisticated industrial investment by large MNCs 
in major developed countries. 
Table 6 indicates the sector…wise distribution of the manufacturing 
sector of foreign investment， this facilitates the understanding of the 
attractive areas for foreign firms in Sri Lanka. Over the 15 years ending 
September 1991， there were 628 projects approved/contracted by both the 
FIAC and the GCEC， of which more than one-fourth (both in number of 
firms and value of investment) accounted for the textile and garment 
sector. During the period 1974-77， there were 13 factories with joint 
ventures of which nine factories， or 69 per cent， were garment industries 
The reason behind this spate of investment in textiles and garments both 
before and in the early 1980s was that investors from Asian NIEs， on 
60，000 people have“disappeared" in southern Sri Lanka since 1987， when 
security forces responded to a campaign of terror by leftist rebels (The Japan 
Times， 1990 : 16). Furthermore， Sri Lanka's civil war has claimed at least 
17，000 lives since rebels from the Tamil minority b己gantheir violent struggle 
in 1983 (The Daily Y omiuri， 1992・4). Both these sources of information 
stated that， possibly， scores of people were stil vanishing each week. 
24. The growth rat己ofreal GDP in Sri Lanka remained at around five per cent 
P巴rannum from 1980 to 1985， but thereafter， it declined to 4.3 per cent， 1.6 per 
cent and 2.1 per cent in 1986， 1987 and 1989 respectively (Asian Development 
bank， 1991 : 21) 
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JAPANESE DIRECT INVESTMENT IN ASIA 
whom quotas were being clamped， decided to take advantage of the fact 
that Sri Lanka did not yet (until around the mid-1980s) face trade 
barriers in the attractive US and EEC markets (People's Bank， June， 1982 
: 10). 1n the recent past， although the GCEC and the F1AC discouraged 
DF1 inflows into this sector and various import restrictions were enforced 
for the garment sector by the USA， stil for al this sector remained the 
dominant industry among foreign investment in Sri Lanka. Another 
significant characteristic of the composition of FDI in this country is that 
the majority of projects tend to attract labour-intensive assembly opera-
tions and simple processing activities based on a low level of technology. 
Therefore， itis reasonable to note that technologically advanced sophisti-
cated production processes are very rare among the inward FD1 in Sri 
Lanka. 
The available data on the main sources of foreign investment in 
F1AC-type projects for 1971 and for the period 1977 to October 1989 are 
given in Table 7. Over the 19 years ending October， 1989， the position of 
country…wise investment in Sri Lanka changed sharply in terms of both 
the number of projects and value of investment: the total equity invest-
ment of Asian NIEs and South Asia increased from 3.7 per cent in 1971 
to 25.9 per cent in the period 1977 to October 1989， while the dominant 
position of the United Kingdom weakened markedly (from 82 per cent to 
18.4 per cent). At the same time， although J apan's relative position of 
foreign equity in the period 1977 to October 1989 made it a dominant 
investor， Asian investors remained at the highest position in terms of the 
number of projects. The relative position of the USA and Europe (except 
the UK) has improved considerably in terms of the number of projects， 
but remained stagnant in terms of equity capital. This means that these 
two groups of countr・ieshave largely increased the number of projects 
(from 9 to 238) under a small volume of capital endowment. 
Nevertheless， the above position changes if we take into considera-
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JAPANESE DIRECT INVESTMENT IN ASIA 
tion the nationality-wise ownership of equity capital in GCEC projects of 
the IPZ. Unfortunately， data pertaining to investment country-wise in 
the GCEC are not properly available. Recently， an officer of the Sri 
Lanka Export Development Board has given brief account of the sources 
of foreign investment in the IPZ， which is summarised in Table 8. 
The most significant feature of the Table is the sharp improvement 
in the relative position of the NIEs and South Asian investments in.terms 
of the number of projects. The share of these two groups comprises about 
50 per cent of the totaI firms， of which Hong Kong and South Korea were 
responsible for 19 and 14 per cent of the totaI (24 projects by Hong Kong 
and 18 projects by South Korea with Iocal collaboration) respectively. 
The majority of investors in these countries invested mainly in the 
garment sector or in simple processing activities which required a Iow 
IeveI of technology. Many of these activities were those relocated in Sri 
Table 8: Distribution of Projects Country-wise in the IPZ一一一1977-90
Country 
Develo戸edCountη・es:
United Kingdom 
North Am邑rica(a) 
Europe (b) 
]apan 
Asia:γ1 NIEs: 
Hong Kong 
Ref. of Korea 
Singapore 
Taiwan 
South Asia: 
India 
Pakistan 
Total 
N umber of Projects 
64 
10 
7 
37 
10 
54 
24 
18 
5 
7 
9 
5 
4 
127 
N ote: (a) USA and Canada. (b) Includes Australia 
Percentage Share 
50.4 
7.9 
5.5 
29.1 
7.9 
42.5 
19.0 
14.2 
3.9 
5.5 
7.1 
3.9 
3.1 
100.0 
Source: Udayapala. M.K.. Unpublished country paper presented at a Seminar held in 
Shanghai. China from 2nd to 6th September 1991 on the Ro/e 01 EXtort 
Proc田singZo沼田 intI回 Promolion01 Extorts aηd Fo叩ignInむ凶行間れ18.
-29 
Lanka after the gradual loss of comparative advantage producing in the 
home countries， as a result of the high cost of production， mainly labour， 
and as a result of trade barriers enforced by developed countries， particu-
larly the USA 
So far we have examined thoroughly the growth pattern of FDI 
inflows into Sri Lanka during the last four decades. This discussion has 
manifested Sri Lanka's failure to spur on the sustained and dynamic 
investors in the developed countries， although the country's aspiration 
was to project itself as a“new investment centre" in Asia by bedouing the 
trumpet of being a haven for FDI since 1977. This means that the 
favourable incentives and various policy reforms have not helped much to 
achieve the expected targets of foreign capital in Sri Lanka. This failure 
is not only the result of political instability and increasing violence in the 
country after 1983， but also of the lack of domestic capital and entrepre-
neurs available domestically for joint ventures with advanced MNCs. 
Furthermore， the poor investment climate， specifically the poor infrasゅ
tructure， may also have caused this enfeeblement of FDI inflows into Sri 
Lanka. 
Pattern of Foreign Investment in Thailand 
Historically， most of the business activities in Thailand， including 
investment， had been dominated by Chinese ethnic groups25. Many such 
activities largely revolved on rice trading at the very beginning. How-
ever， the majority of the indigenous or native people， specifically the 
military-based government of this country， resented this domination of 
the Chinese community and attempted to nationalise the Chinese…owned 
25_ See Suehiro (1989: 71-90); Phongpaichit (1990: 78-80) for more details on the 
gradual rise of the Chin巴S巴capitalistgroup in Thailand in th己19thand 20th 
century. 
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major economic activities during the period 1930-1960. This attempt 
anticipated the transfer of Chinese-run businesses， like rice trading， 
manufacturing， banking etc.， to state control. Thus， although the Thai 
political authority planned to expand state capital by limiting Chinese 
capital， weak state structures proved incapable of managing state capital 
on a large scale. This resulted in the retransfer of most of the govern-
ment-owned enterprises back to the private sector in the 1960s and the 
1970s (Phongpaichit， 1990 79). In this way， the Thai government 
intended to create an impressive investment climate by giving responsibiI蜘
ity to the private sector to develop its own domestic capitaI in diversified 
areas. It is welI known that Thai enterprises have developed their 
production capabiIities not only in the domestic market， but aIso in the 
internationaI market during the Iast two decadesZ6 • The major production 
areas in this context were agro-based industries， textiles， garments， 
jewelIery， etc. 
As a result of this considerable improvement of domestic capitaI， the 
country has achieved a relatively high rate of growth during the Iast two 
decades as compared to many South and South-East Asian countries; it 
has achieved an extremely high rate of growth， especialIy from 1987 to 
1990. The rate of growth of the reaI Gross Domestic Product (GDP) 
increased by 9.5， 13.2， 12.0 and 10.0 per cent in 1987， 1988， 1989 and 1990 
respectively (Asian Development Bank， 1991 : 21). These faster rate of 
growth of the economy have been accompanied by a tremendous surge in 
foreign direct investment (ChiasakuI and Taniguchi， 1991 : 4). Converse-
26. According to Phongpaichit (1990・79)during the 1960s and the 1970s， Thai 
enterprises wer巴 notonly confined to producing goods for the domestic 
market， but branched out into successful export business in jewellery， gar-
ments， process巴dfood， artificial flowers and other consumer goods. Several 
1、hai向ownedconglomerates emerged， such as Siam Cement， Charoen Pok司
phand， Mitr Phol and Saha Union. 
-32 
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Iy， this sharp upsurge of FDI inflow into the country spurred on its high 
rate of growth and also considerably improved the domestic capital which 
became available for various collaborative manufacturing ventures with 
foreign firms. 
Figure 2 demonstrates the general trend of the net foreign direct 
investments in Thailand over the 20 years ending 1989 (see Appendix 
Table 6 for further information). It could be seen that there were three 
distinguishable periods of FDI inflow into the country， viz. (a) 1970-79; 
(b) 1980-87; and (c) 1988-89. In the first period， foreign equity capital in 
both manufacturing and non-manufacturing industries has indicated an 
insignificant increase or a lag-expansion in current Baht terms as 
compared to the other two periods. However， the foreign investments in 
absolute terms increased from 891 Million Baht in 1970 to 3，816 MiIion 
Baht in 1980， which reveals an upsurge of more than four-times. The 
most striking change of inward FDI one can observe is the sharp increase 
of foreign capital in the second and third periods. Total foreign invest-
ments grew dramatically from about 16.1 MiIion Baht in 1970…79 to 52. 
7 MiIion Baht and 72.0 MiIion Baht in 1980…87 and 1988…89 respectively. 
This sharp upsurge of FDI infIows in the earIy and late 1980s and its lag 
in the 1970s largely related to the political and economic factors which 
took place in Thailand during the periods concerned. Several coups and 
related domestic poIitical instability， communist violence in the N orth-
East and the South， unfavourable attitudes of domestic firms towards 
foreign firms， and long-term wars in the neighbouring countries of 
Vietnam and Cambodia have caused the lagging of inward FDI in the 
1970S27 • The substantial stability of political， social and economic struc-
tures and the favourable attitude of the government towards attracting 
27. See Turton (191 : 363-365) for a d巴scriptiveanalysis of th巴politicalunrest 
of th日countrywithin itself and with neighbouring countries in the 1960s and 
the 1970s. 
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JAPANESE DIRECT INVESTMENT IN ASIA 
foreign capital along with the disappearance of some major problems 
faced in the 1970s have considerably affected the tremendous surge of 
foreign capital in diversified activities in the 1980s. 
Table 9 presents the data on the distribution pattern of net inflow of 
FDI by sector to facilitate the understanding of the dispersion of foreign 
capital in various industries. A noteworthy feature of foreign investment 
during the period 1970-86 was the high degree of non-manufacturing 
activities. This sector accounted for more than two-thirds of the total 
receipts of FDI in which mining and quarrying， construction and' trade 
constituted approximately half the total capital. However， the nature of 
concentration of foreign capital changed dramaticaIIy from 1987， making 
the manufacturing share more than 50 per cent of the total FDI infIows. 
This reveals that Thailand has become an attractive location for sus-
tained and dynamic investment activities among major investors or large 
MNCs in developed countries. The amount of capital invested in the 
manufacturing sector surged from 4，749 MiIlion Baht in 1987 to 20，452 
MiIlion Baht in 1989， increasing by four-times within three years. 
Within the manufacturing sector， textiles and electrical appliances 
were the attractive product areas for foreign firms in the 1970s. These 
two products had been responsible for 57 per cent of the total manufactur佃
ed FDI in this decade. However， inthe first half of the 1980s， textiles 
declined dramaticaIIy and metal and non-metaIIic， electrical appliances， 
machinery and equipment， chemicals and paper， and petroleum products 
emerged as attractive production areas for foreign firms in the manufac-
turing sector. Their overaII rate of contribution amounted to 80 per cent 
of the total foreign capital; in which electrical appIiances was the domi-
nant product which alone constituted about 29 per cent of the total 
manufactured foreign investment. The major point coming out of the 
data (Table 9) is the dominant role played by electrical appliances in the 
manufacturing sector throughout the period beginning from 1970 to 1989， 
35 
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JAPANESE DIRECT INVESTMENT IN ASIA 
covering nearly half of the total investment in 1989. N evertheless， itis 
reasonable to conclude that there appears to have been a broad dispersion 
of inward FDI in the manufacturing sector， particularly after the mid-
1980s. A remarkable feature of this favourable diversification of inward 
FDI is that advanced countries have always been highly active as domi-
nant investor countries. Table 10 presents data relating to the nationality 
wise ownership of equity capital in both the manufacturing and non-
manufacturing sectors for the period 1970-89. 
The major point being proved by the data is that developed countries 
have always been very active as investor countries in Thailand. Devel蜘
oped countries， altogether， were responsible for more than two-thirds of 
the total inward FDI over the period 1970…89; however， there is a well-
marked erosion of the relative position of the United States after the mid 
1980s. Until 1985， the United States was the largest investor in this 
country， but fel sharply from 54 per cent in 1985 to approximately 12 per 
cent in 1989. This was a result of the dramatic increase of ]apanese 
investment in Thailand after the mid-1980s. At present， ] apan is the 
biggest single investor in this country taking 52 per cent and 41 per cent 
of the total inward FDI in 1988 and 1989 respectively. 
Another significant aspect of the nationality-wise distribution of FDI 
in Thailand is the sharp increase in the share of developing countries， 
particularly that of Asian NIEs. Their percentage share in total FDI 
increased from 18 in 1970-80 to 30 in 1989; Hong Kong and Singapore 
were responsible for almost al the share of NIEs and ASEAN until1986; 
thereafter， Singapore declined and was replaced by Taiwan. In 1989， 
Hong Kong， Singapore， Taiwan and ]apan shared about 70 per cent of al 
inflows of FDI as Asian investment in Thailand. 
The rapid upsurge of foreign investment in Thailand is mainly 
explained by the following reasons: (a) political， social and economic 
stability; (b) favourable foreign policy towards FDI; (c) low level of 
-37 
production cost， specifically labour cost; (d) decline of the comparative 
advantage of labourintensive products originated in NIEs and ] apan; and 
(e) substantial improvement of the investment climate through the 
development of infrastructure facilities and domestic capital endowment. 
Pattern of Japanese Investment in Sri Lanka and Thailand 
It has already been noted in the foregoing parts the pattern of 
] apanese FDI and its significance in the Asian region in general， and the 
trend of inward foreign investment in Sri Lanka and Thailand in particu-
lar. This part is mainly intended to provide a brief account of ]apanese 
investment in both countries during the last four decades. However， 
many difficulties are encountered in this discussion due to the scarcity of 
data and the dissimilarities in the sources28 • Hence， this analysis is mainly 
based on the data available from ] apanese sources pertaining to ] apanese 
investment in Asia， specifically Sri Lanka and Thailand. 
Although both countries strove to entice ]apanese capital into their 
industrial sector by offering various incentives during the 1980s， there 
have been only very litle or insignificant ] apanese investment inflows 
into Sri Lanka throughout the period 1950-90. However， itwas very 
28. The available material pertaining to Japanese direct investment in Sri Lanka 
is not quite adequate for a satisfactory analysis; there is also a certain degr巴E
of confusion in the available statistics， making it dificult to ascertain 
whether they ref巴rto“approv吋"“contracted"or“actual" investment (See 
Lakshman， 1988 409-410; 1991 164). Furthermore， although there are 
various sources of data on Japanese FDI in Thailand available in Japan as 
well as in Thailand and other countries， th日datagive different pictures 01 
the same figures depending on the different sources. Therefore， itis quite 
dificult to estimate the approximat巴actualJapanese investment in both 
countri己s.This constraints was minimized by using only the data available 
in the Japanese sources p巴rtainingto the above subject. 
-38 
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significant in Thailand compared to any other country in Asia， particular-
ly after the mid-1980s. The general pattern of FDI inflows from J apan to 
both countries and their share of Japanese total FDI in Asia is presented 
in Table 1 to illustrate the general pattern of Japanese capital dispersion 
in both countries. 
Table 1 shows that J apanese FDI in Thailand was rather insignificant 
until 1987 (less than 7 per cent of total J apanese FDI in Asia) ， but that it 
had a tremendous upsurge to 15ム15.5and 16.4 per cent in 1988， 1989 and 
1990 respectively. During the period 1950…90， the total amount of inward 
J apanese capital in this country amounted to US $ 4，24 million which 
comprised 9.3 per cent of the total Japanese investment in Asia and 1.4 
per cent of the total ] apanese FDI in the world. On the other hand， the 
number of J apanese projects established in Thailand also increased 
dramatically after 1986， comprising about one-third of al ]apanese 
projects in Asia. The year 1989 is the peak year of J apanese investment 
inflow into this country. It is noteworthy that both the amount of capital 
and the number of projects declined by 6.5 and 9.6 per cent respectively 
during the period 1989-90. Nevertheless， inthe recent past， ]apanese 
capital has played a greater role in the manufacturing and non-manufac-
turing activities of the country， a role which was played by the United 
States of America prior to 1986. While， on the one hand， the rapid rate of 
economic growth， the gradual improvement of domestic capital and socio 
economic stability have been the major inducements enticing the J apanese 
investors to move into this country， on the other hand， the appreciation of 
the Yen， high production costs， various environmental regulations， etc.， in
the home country pushed them to look for other countries. 
The notable point revealed by Table 11 is the insignificant concentra-
tion of ] apanese capital in Sri Lanka as compared to Thailand or any 
other country in the ASEAN and East Asian countries. Although， the Sri 
Lanka government has attempted to encourage ] apanese investors by 
40 
JAPANESE DIRECT INVESTMENT IN ASIA 
adopting similar incentives and policies on FDI like Thailand， perhaps 
even more than Thailand after 1977， less than two per cent (except in 
1983) of total ]apanese investment in Asia flowed into Sri Lanka. This 
was seen by various economists as a result of very capitalist under-
development in Sri Lanka. Another reason for this negligible proportion 
of ] apanese capital in Sri Lanka is that the country has stil not matured 
to meet some major preconditions required by advanced countries like 
]apan. The growth of certain types of labour-intensive low-technology 
industries from NIEs and ]apan is the major outcome of the aforesaid 
immaturity of the country. This kind of FDI often expected to achieve 
short-term benefits rather than long-term prospects from Sri Lanka. 
Consequently， the majority of inward ] apanese FDI in Sri Lanka invested 
in a large number of projects operating at a low level of technology. For 
instance， during the period 1951-85， 70] apanese firms in the manufactur-
ing sector invested only $ 26 million， contributing a mere US $ 0.41 million 
per venture (Export-Import Banl王， 1986:238-239). According to Fonseka 
(in Lakshman， 1991 : 17)， there were only 39 ] apanese firms in the 
manufacturing sector during this period (1951-85) and not 70 as indicated 
by the ]apanese source; the total paid-up capital in the 39 ventures 
amounted to a litle over Rs. 242 million， giving an average of Rs. 6.2 
million per venture. The equity capital invested ranged from Rs. 15，000 
in the smallest venture to Rs. 50 million in the largest. The above analysis 
reveals the insignificant contribution of ] apanese investment in the 
manufacturing sector of Sri Lanka (regardless of discrepancies in the 
]apanese and Sri Lanka sources) compared to ]apanese FDI in Thailand. 
Table 12 presents more details on ] apanese investments， classified by 
industrial activity in both countries. As could be seen in the Table， 
] apanese FDI in both countries largely concentrated on the textile indus-
try， contributing one-third and one…tenth respectively of the total manu-
facturing sector in Thailand and Sri Lanka. As we described several 
41 
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JAPANESE DIRECT INVESTMENT IN ASIA 
times in the foregoing sections， J apanese investment by industry too 
remained at an insignificant level in Sri Lanka as compared to not only 
Thailand， but also to any other country in South-East or East Asia. 
J apanese capital in the manufacturing sector of Thailand was more than 
17 times and seven times higher in terms of value and cases， than in that 
of Sri Lanka. 
It is also interesting to note that the majority of J apanese firm$ in Sri 
Lanka are rather small in terms of the average size of investment 
compared to those in Thailand: the average size of investment of firms 
in the manufacturing sector is US $ 0.41 million and US $ 0.94 million in 
Sri Lanka and Thailand respectively. The peculiar pattern of Japanese 
FDI inflows into Sri Lanka is that their firms mainly aimed at achieving 
quick benefits rather than long-term prospects， ata low level of technol-
ogy. This has been largely manifested in the dispersion of Japanese 
investment in Sri Lanka， i.e. a large proportion of investment (64 per 
cent) in the non-manufacturing services industry and the absence of 
investment in high-tech industry like chemicals and machinery or a 
negligible proportion of investment in other major activities of the 
manufacturing sector. 
However， the pattern of dispersion of Japanese FDI in both the 
manufacturing and the non-manufacturing sector in Thailand has dis-
closed their aspiration for long-term prospects rather than short…term 
benefits. This can be attested to through statistical evidence emerging 
from available data and from the results of our discussions with some 
selected Japanese firms in Bangkok. Statistically， more than two-thirds 
(71 per cent) of the total Japanese investment in this country is engaged 
in manufacturing activities of which textiles， food， machinery and chemi-
cals， inthat order， were the most attractive areas for Japanese investors. 
Moreover， there is only a relatively small amount of investment concen-
trated in most activities (except construction) in the non-manufacturing 
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sector. At our discussions， some J apanese firms in Bangkok stated that 
they would not leave Thailand like a migrant bird even if labour costs and 
other production costs increased in future， these cost escalations being 
very common among the羽NCslocated in the Asian region. These two 
attestations， therefore， reveal that J apanese investors aimed at achieving 
longterm prospects by providing a significant leadership for industrial 
development in Thailand. 
According to a survey on Japanese investment in Thailand (Chiasa・
kul and Taniguchi， 1991 : 58)， J apanese investment in mineral， metals and 
ceramics have contributed to the development of Thailand's construction 
and metal-working industries. Thus， J apanese FDI concentrated heavily 
on major industrial activities in Thailand， while it remained insignificant 
in Sri Lanka. This means that policy level efforts have not yet helped to 
entice J apanese capital into major industries in Sri Lanka. This failure 
of Sri Lanka could be ascertained clearly through the elucidation of the 
major factors which paved the way to the success of increased J apanese 
investment in Thailand. According to many academic works， itis 
emphasized that Thailand has had a long tradition of free trade and 
private enterprise， and that it has been successful in establishing a varied 
industrial base (Wong， 1987 : 10). This resulted in gradually strengthen-
ing the local capitalist class and thereby improving the bargaining power 
of Thai investors with major J apanese firms. 1n Thailand， this kind of 
development took place steadily， aided by her long…term stability as an 
independent state. However， this did not occur in Sri Lanka due to the 
foreign domination of the economy29: the Portuguese， the Dutch， the 
British and the 1ndians exploited the country's commercial sector for over 
29.“The history of Ceylon (Sri Lanka) records the exploitation of its comm巴rce
by the Portugu日se，the Dutch， the British and the Indians for over three 
hundred years. Even at present its entire trade is run by foreigners， foreign 
capital， foreign labour and foreign brains. The nonωCeylon巴seelement has 
kept a stronghold on the business， trade and industri巴sof the country， and few 
4 
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300 years. This was the major reason behind the very capitalist under. 
development in the country and consequently， its failure to entice 
J apanese capital into Sri Lanka. 
SUMMARY AND CONCLUSION 
The significant points arising from the foregoing discussion on 
] apanese direct investment in Asia with special emphasis on Sri Lanka 
and Thailand could be summarized as follows: 
Until the mid-1980s， the flow of J apanese investment overseas con時
centrated mainly on resource extraction and import substitution. The 
nature of investment activities changed from time to time in terms of the 
comparative advantage of products made at home. This change took 
place mainly as a result of the emergence. of Asian NIEs， producing 
similar products for the world market at lower levels of production cost 
than those of J apan. 
After the mid…1980s， a large number of Japanese investors moved 
into manufacturing industries， producing parts and finished goods for the 
export market based on sophisticated technology or the so…called high 
tech products. These high-tech products helped the J apanese firms to 
retain their comparative advantage in the international market. These 
developments， both before and after the mid-1980s， largely related to the 
structural changes of the ]apanese economy， particularly the appreciation 
of the Yen， change of conditions of labour， government policy towards 
overseas investment and the emergence of Asian NIEs as Iitle dragons 
The major important factors which enticed the J apanese firms to 
opportunities have been allowed to the average Ceylon巴seto engage in trade 
and industries， either by Government or by business firms" Omperial Govern. 
ment， Ceylon Banking Commission， Sessional Paper XXii， Ceylon Govern-
ment Press， Colombo， December 1934 : 2， inLakshman， 1988 : 406) 
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move overseas were the low cost of labour， availability of resources， 
condition of the domestic capitalist sector or the availability of local 
entrepreneurs and socio-economic stability， rather than the economic 
policy attitudes towards foreign investment in the host countries. Among 
these， the last two factors remained the dominant inducements for 
Japanese firms to channel investment into any foreign country. This was 
witnessed the concentration of the dominant share of J apanese direct 
investments on advanced countries， mainly N orth America and Europe， 
and on some relatively developed Asian countries like the NIEs and the 
ASEAN (except the Philippines). 
The noteworthy feature of J apanese investment in the Asian region 
is that the share of J apanese investment in Asia out of the total J apanese 
overseas investment remained a small percentage， although， inabsolute 
terms， itupsurged dramatically conquering the relative position of 
America after the mid-1980s. Moreover， the rate of increase of J apanese 
investment in Asia is slower than that of the diffusion of NIEs investment 
in the Asian region in the 1980s. Nevertheless， Japan stil leads as the 
single largest foreign investor in Asia. 
Even though the relative size of J apanese investment in the total 
domestic capital of each country of Asia is not much significant， J apanese 
FD1 prevailed as a major political issue in the industrial development 
policies of most of the developing countries of Asia. However， itis 
insignificant in both scale and character in the 1ndian sub-continent 
because the region remained one of the poorest in both resource endow-
ment and economic performance. 1n general， the behavioural pattern of 
Japanese investors in foreign countries reveals that they were inclined 
more towards joint ventures rather than towards fully-owned subsidi-
aries; but this was not quite possible in South Asia due to the dearth of 
local entrepreneurs who would be ready to enter into business alliances 
with J apanese investors. 
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It has been found that not only ] apanese investment， but also other 
foreign investment in Sri Lanka is extremely negligible in terms of both 
scale and character. The dominant reasons arising from the foregoing 
analysis could be summarized as follows: (a) poor resource endowment; 
(b) low rate of economic growth and resultant economic instability; (c) 
political and social unrest in the recent past; (d) underdevelopment of the 
domestic capital sector and poor industrial environment; and (e) relative-
ly small volume of export-import between ] apan and Sri Lanka. In 
contrast， the upsurge of ]apanese investment in Thailand could be ex-
plained largely as a result of the prevalence of a situation quite opposite 
to that given under the above five factors. The country is well known not 
only as having recorded a very high rate of growth among the ASEAN in 
the recent years， but also as possessing a considerably developed domestic 
capital sector which is available for collaborative ventures with foreign 
investors. However， the pattern of ]apanese investment inflow into 
foreign countries indicates that it will， perhaps， begin to surge upwards in 
Sri Lanka too in the near future with the increase of labour and other 
input costs in Thailand， and with the gradual improvement of the indus-
trial environment in Sri Lanka. 
Although we have emphasized various factors relating to ] apanese 
direct investment in Asia， specifically in Sri Lanka and Thailand， itis 
necessary to conduct a detailed survey on this subject， toascertain the 
main attractive and unattractive factors for the inflow of ] apanese 
capital into Thailand and Sri Lanka respectively. Furthermore， itis also 
essential to carry out a study on the role of ] apanese investment in the 
economic development of both countries， particularly the implications of 
]apanese FDI in changing the industrial structure， ingenerating employ-
ment opportunities， inimproving the balance of trade/payments， intrans-
fering technology and in contributing to the domestic industrialisation， of
the two countries. 
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APPENDIX T ABLES AND FIGURES 
Table 1， Japan: Yen Appreciation Against the US Dollar， 1970-90* 
Y巴ar
Until 1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1970-75 
1975-80 
1980-85 
1985-90 
1970-90 
Exchange Rate ($ =￥) 
360.00 
350.83 
308.00 
272 .84 
291. 49 
297.04 
296.55 
268.51 
210.47 
219.17 
226.74 
220.53 
249.05 
237.52 
237.52 
238.54 
168.52 
144.64 
128.15 
137.96 
144.79 
Annual Increase Rate 
2.61 
13.91 
12.89 
-6.40 
1.87 
0.17 
10.44 
27.58 
一3.97
-3.34 
2.82 
-11.45 
4.85 
0.00 
-0.43 
41.55 
16.51 
12.87 
-7.11 
-4.72 
21.20 
31.00 
-4.95 
64.75 
148.64 
1973， Japan was applied Fixed Exchange Rate 
So山 ce: lnternational Monetary Fund， lnternational Financial Statistics， IMF. Washin. 
gton， D.C..トlewYork. USA 
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Table 2， 0apan: GNP Per Capita and Growth Rate of Gross Domestic Product 
Y日ar
1960 s 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
A verage Annual Growth 
GNP Per Capita (US$) 
Rate of GDP (%) 
11.1 764 
10.8 1.850 
4.4 2.140 
8.4 2.540 
8.2 3，240 
1.2 3，820 
2.6 4，490 
4.8 4，970 
5.3 5，690 
5.1 7，020 
5.2 8，620 
4.4 9，870 
3.9 10，390 
2.8 10.280 
3.2 10，320 
4.8 10，560 
4.7 11.240 
2.6 12，840 
4.0 15.800 
5.5 20，960 
4.9 23，810 
Bank， World Tab/，出 The World Bank， Oxford University Press， Washington， 
D.C.， New York， USA， Various Years 
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Table 3， Japan: Export， Import and Balance of Trade， 1965-90 
(Unit: US S Million) 
Year Export Import Balanc日 ofTrade 
1965 8，591 6，507 2，084 
1970 19，855 15，416 4，439 
1975 56，004 50，161 5.843 
1980 134，942 128，176 6，766 
1981 149.592 129.234 20.358 
1982 135.993 115.852 20，141 
1983 150.740 116.194 34.546 
1984 167，858 122，257 45，601 
1985 180，664 119，063 61， 601 
1986 211，293 109，645 101，648 
1987 233，435 139，401 94，034 
1988 267，365 172，063 95，302 
1989 268，085 198，086 69，999 
1990 289，892 220，082 69，864 
Source:大総省， r財政f投機統計月幸H 191年9凡 NQ473，]，!Dj( 
Table 4， Japan: Production and Employment Structure， 1960-90 (%) 
Distribution of Gross Percentage of Labour 
Year Domestic Product (%) Force in 
Agricllltllre Indllstry Services Agriculture Indllstry Services 
1960 13 42(33) 45 33 30 37 
1965 9 43(32) 48 26 32 42 
1970 7 47(30) 46 17 42 41 
1975 6 42(31) 52 13 35 52 
1980 4 41(29) 55 12 39 49 
1985 3 41(30) 56 11 34 55 
1992 ( a ) 2 35(28) 63 7 32 51 
Note: ( ) Manufacturing Sector 
(a) Forecasts 
Source: 1. W orld Bank守 WorldDevelopment Report， The World Bank守 Washington.D.C.， 
New York， USA， Various issues 
2. ]apan Economic Research Centre， Five Year Economic Forecast FY 198-92. 
Tokyo、]apan，February 198 
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Table 5: Sri Lanka: Balanc己 of
Payments Data on Foreign 。irectInvestment 
(Unit: Rs. Millionl 
Period Inflow Outflow Net 
1950匂54 16.0 90.4 74.4 
1955“59 16.8 126.2 109.4 
1960-64 35.2 36.2 1.0 
1965叩69 29.1 70.9 -41.8 
1970-74 50.0 35.5 14.5 
1975 4.3 5.6 -1.3 
1976 0.5 0.3 0.2 
1977 4.3 13.9 -9.6 
1978 23.5 。 23.5 
1979 768.8 37.3 731.5 
1980 753.0 43.0 710.0 
1981 1，003.0 56.5 946.5 
1982 1，376.9 54.1 1，322.8 
1983 929.2 41. 9 887.3 
1984 941. 9 112.3 829.6 
1985 707.3 28.3 679.0 
1986 810.4 26.3 784.1 
1987 1，765.7 39.2 1，726.5 
1988 1，454.1 72.0 1，382.1 
1989 1，061. 7 74.2 987.5 
1990 851. 7 52.5 799.3 
Source: Central Bank， Anllual Retorl， Cen. 
tral Bank of Sri Lanka， Colombo守
Sri Lanka， Various Issues 
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Table 6， Thailand: Growth Pattern of Foreign Investment， 
1970-89 
Year Foreign Dir巴ctInvestment (MilJion Baht) 
1970 890.5 
1971 808.4 
1972 1427.1 
1973 1604.9 
1974 3836.3 
1975 1744.8 
1976 1614.1 
1977 2163.8 
1978 1010.8 
1979 1047.7 
1980 3816.2 
1981 6363.2 
1982 4338.6 
1983 8191.9 
1984 9624.3 
1985 4379.2 
1986 6908.1 
1987 9043.5 
1988 28243.7 
1989 43741.5 
Source: (a) Wiboonnchutikula， P.， ]apall Direc/ Illveslmell! and 
Teclmology Trallsfer臼 η'lOilalld，Paper presented at 
the Economic Research Institute， Economic Planning 
Agency. Tokyo， on March 20， 1987 : 26
( b) Chiasakul， S.and Tanuguchi， K. The Role of Foreign 
Capital in the Manufacturing Market Development in 
Thailand， Joint Research Programme Series No. 89， 
IDE， Tokyo， 191 : 7 
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